
dence”, ECB policies play no major role in the VoC explanation of the sov-
ereign debt crisis. Fiscal policy is not at the centre of VoC analysis and
while Troika-imposed austerity is recognized as unhelpful, no serious at-
tempt is made to quantify its impact. Demands for a European fiscal policy
are, while in principle desirable, are regarded as unrealistic as the different
countries have different fiscal policy strategies according to their labour re-
lations systems.

In substance, the VoC approach stresses the role of diverging competi-
tiveness due to differences in wage coordinating institutions accompanied
by a pro-cyclical monetary policy as the causa causans of macroeconomic
imbalances, and hence the Eurocrisis. A common monetary policy with a
single inflation target for the whole of the EMU implied that Southern coun-
tries with higher inflation had lower real interest rates and Northern coun-
tries with low inflation rates have higher real interest rates. The stability
and growth pact (SGP) also limits the South in its ability to use fiscal ex-
penditures as a countercyclical stabilizer while the budget of the EU is too
small for stabilization. Therefore, the cornerstone of the VoC argument,
thus rests on differences in wage moderation. As Hancke (2013b) summa-
rizes, the problem of EMU is one of current account imbalances, and at the
heart of these imbalances lie two very different systems of labour and em-
ployment relations.

4. Post-Keynesian economics: demand, distribution and finance

Post-Keynesian economics is a research paradigm that takes Keynes’s
ideas of effective demand, uncertainty and money seriously even in the
long-run, which is in contrast to the (old) neoclassical synthesis and the
New-Keynesian synthesis which reduces their role to short-run phenom-
ena with the long run governed by a full employment (or natural rate) gen-
eral equilibrium. Post-Keynesian economics developed as a radical alter-
native to the neoclassical synthesis and rejects the latter’s claim to
generality and the reductionism entailed by methodological individual-
ism.10 Instead, Post-Keynesian economics begins with social classes as
the unit of analysis to address questions of income distribution, which in
turn become important for its theory of output and inflation.

The core principle of PKE is effective demand which asserts that the
level of demand will determine the amount of output and employment and
that persistent involuntary unemployment is due to the lack of demand,
even in the long run. The amount of employment is therefore determined in
the goods markets, and not the labour market. The economy is also con-
sidered demand-led in the long run due to unemployment hysteresis11 and
other path dependency mechanisms such as dynamic returns to scale,
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